By: R. DAVID BELLI

Sources and Uses of Funds of Foreign Affiliates
of US. Firms, 1967-68

Forcign affiliantes of U=, lirms had
inereased sources amd n=es of funds in
1965, However, their relinnes on funds |
from the U.R. was pedueed, proballs
reflecting  the imguaet of the Foreign
Drect Investment Progream.

Tl] IS artiele presents data on sourees
and uses of funds of foreign affiliates of
U.S. firms for 1967 and 1965." Sources
and uses totaled $10.7 billion in 1068
(exeluding ineome paid out), a rise of
£1.6 billion over 1967, Mosi of the rise
was used for building up inventories
and current receivables, while invest-
ment in property, plant and equipment
rose only slightly from 1967, Funds ob-
tained from the United States fell,
probably refleciing the impact of the
Foreign Direct Investment Program
which was made mandatory in 1968,
Funds obtained abroad rose: while the
Program may have contributed to this
ri.-u-, aother fartors were |r1‘uhu|:|1l‘!.-’ e
important. Retained earnings and de-
Fu‘ilq_'i.lltilltl. and ltt"|'|!|‘1iul'| also oS, bt
remained about the same portion of
total sourees.

The data presented here are relatod
to the capital and ineome Hows in the
balanee of payments secounts, but there
are difforences in concept and in cover-
age. Essentially, sources and wses ac-
rounts are oriented towards an ovorview
of the finaneial developments of the
foreign affilintes, rather than only flows
between US, parents and aflilintes.
Sources of funds inelude all retained
earnings, depreciation and  depletion,
all Funds received [from the Tnited
States (not only those the affiliates re-

1, Thae last report, covering 1905, appeared In the BURvEY
In Funusry 1667,
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ceived from their US. parents), and
funds received from foreigners, Uses of
funds include propeety, plant, and
eouipment expenditures of the affiliates,
chonges i inventories and in current
The  relation  between
balance of payments Hows and these
data e disenssed in detail at the end
of thiz article,

In respect to coverage, the dota dis-
eussed here are based on annual reports

receiviables,

from about 450 U.S. parent companies
covering approximately 4,000 foreign
affilintes; in contrast, the balance of
payments reports cover more than twice
us many parent firms and foreign af-
filintes, Furthermore, this report s
lisnited to three industries—mining and
smelting, petroleum, amnd manulactur-
ing—while all industries are included in
the balance of payments data,

No attempt has been made to expand

Foreign Affiliates' Adjusted Sources and Uses of Funds: Percent Distribution*
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the 1967 and 1988 reported dota on
soupees imd nses to fipures representing
the universe of fereign nffilintes, nor is
_ tho data for 1963-85, which is also in-
cluded, oxpanded. While these datn do
not constilute a measyre of total flows
ot absolute emounts, they do represent
a reasonably consistent, but wnmatched,
- sample of larger firms, giving = rela-
tively ncourote impression of the trend
in the foreign affiliates’ sources and uses
of funds. When originally published, the
1063-65 data were blown up on the
basis of the benchmark given by the
1957 eensus of direct investmenis. How-
, over, it was felt thas 1957 was not a
suitable benchmerk for the 1867-68
detn, Sources snd uses dnta for 6 now
basa yesr have been collected—along
with much ather informntion—in the
census of 1.5, direct investment for
1966; these dala eover abont 3,500 U.S.
parents and almost 25,000 forcign af-
" filintes. When processing of tho 10485
census 18 complated, the sources and
wsed figures for 1967 and 1968 will be
vovieed to incorpornte the new bench-
mark information.

{ften

Total uses of Funds amounted to 514.5
billign in 1968, of which 3.7 billion
was ineome paid out: if this i= exciudad,
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adjusted uses were $10.7 billion (tables
1 and 2j. OFf the adjusted total, 64 por-
cent went for axpendibures on property,
plant, nnd oquipment, & percent o
finance inereased inventories, 14 percent
1o finomeo inereased current reecivables,
and 14 percent for other nssets.

The rise in ndjusted uses i 1983 was
$1.6 billion. However, axpenditures Tor
property, plomt, and equipment in-
croascd only B0.1 billion. There was
consequently a fali in such expenditures
as a persent of adpsted uses in 1968,
Expenditures in the developed covnlrics
showetl gizable declities in 1988, offset
by inecrenses in the less daveloped
countries. The droj in Euvepe was por-
ticularly noiiceable. This may have
boen partly reatad to the direct invest-
mest [ogram, since cenlrols sie hote
steingent on outflows o developad
countries. However, cyclical [astors
were probably more importnint. Eco-
yomic growth in Burope was quite elow
i 1967 (particulnely in Germany}, s
the renewnl of growth in 1863 evidently
did not require an acceleralion in plaat
aind eauipment expenditures, given the
amount of unused capacity.

Financing incrensed inventorics took
only 2 percont of ndjusted vses of Tunds
in 1967, down shaply from the 1365
shove, but jumpead to 8 percent in 1968,
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A substantial port of the increase in
inventories in 1068 took place in
Europe, and particularly in the United
Kingdom, with » shift from liquidation
of inventorics in 1967 to n sizable Luild-
up in 1968, Currant receivables showed
o similar pattern, with ¢ particularly
ucticenble shift agein in the TUnited
Kingdom,

Whila tho shares of funds vsed for in-
venteorios and current veceivables moeve
rather erratically, the reduction of both
in 1887 and thoir recovery in 1388 may
hove Leen associabed with lwo por-
ticulor developments. The fArst is that
business conditions in Eurape were rela-
tively slow in 1967, which wouid reducs
the need for inerenses in inveutories
and receivables. The sceond frctor was
jrobably anticipations of the dovalea-
tion of sterling (which oceurred in late
1967) winl the accomjpanying lends nndl
lngs in ivacle pauyments.

Funis obtnined abrend by affilintes
in the United Kingdom showod] n sharp
drop in 1967 as a pereent of adjusted
spurees, and then recoverad in 1968,
The swing wns concentroted in short-
term liabilities to nonbanks, & good part
ol which is trade croditz {table 3). Te
the extent that such credits wore de-
nominuied in dellars, British afhliatos
waild have had an jnsentive to vedoco

Table I.—Sgurccs aml Uses of Fonds of T3, Owied Fovelgn AMllates, 1965, 1967-63
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such linklities in order to svoird later

repayment that would be mare expon-
sive m terms of sterling; for the same
reason, forcignors would not have
wighed to sxtond crodits denominated
in sterling. Such a reduction in borrow-
mg by Bntish offilintes may have re-
quired a reduetion in their inventorics
and current receivalles, wnless other
sourees of Tunds were available, Domoes-
tie eoarces in the United Kisgdom wore
particularly difficult to tap since lending

RURYEY OF CURRENT BUSINESS

{in sterling} by DBritish banks was
restrictod by o erodit squecsze.
Altheugh the amount of funds used
for other assets ineressed in 1063, the
pereentage share of thesa items of od-
justed wses remaoined wnehanged ot 14
pereent. No details pre egllected on the
items in ihis cabegory, which also
contoins vnidentified balancing items.

Sovurces
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1068, of which internelly generated
funda—retained earnings and deprocia-
tion and deplstion allowsness—con-
tributed abput $1.0 billion, However, in
both 1987 and 1988, foreign affilintes -
provided for about half of their finane- .
ing needs {exclusive of income paid eut)
from these internglly genernbed funds,
This had been the casc sinee 1963, -
oxgept for 1585 when tho proporbion
temporacily declined to 40 porsent,
Botained enrpings rose as o proportion

Adjusted spurces rose 31,6 billion in

Table 2—2eurces and Unca of Funds of ULE, Owied Forelpn Affikiates by Arce nyul
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of ndjusted sources in 1988 but deprecin-
tion and depletion e}l slightly.
There was a sizablo decline from 1945
, to 1968 in the finoucing of fareign
affilintes’ operations from U8, sourees—
parent companics, U8 banks, other
nonaffiliated TR3. rosidonts, nnd sales
in the United Stetes of the offilintes’
© socuritics, T8, sources in 1965, ot $2.3
billion, recountesd for 24 poreent of ad-
justed sources. The percentage declined
to 19 porcent in 1967 and 15 percent in

Selocted Industry, 1MI-65, 1067-68
" Thallure]
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1468, when funds frem tho Tnited
Stntes nmounted Lo pnly $1.6 billion,
30.1 billion less than in 1967, The de-
cline was concentrated mainly in
Ewope, porticularly in manufacturing
offiliatcs. Canmdian affilioies also uscid
n smnller pmount of TS, fonds in 1988,
but affilintes in Latin Amerien and in
the o} producing countries increased
their financing from TL.S. sources.

The shift awny from LS. funds was
prebably nssociated with the Foreign

FUNDE
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Direct Investment Program which be-
carnoe madntory in 1563, In foet, these
figures probably understate the impaet
of the program sinea “funds from bhe
Unitod States’ include funds borrowed
abroead by UB. parent companios
which sre then invested in the foreign
affilintes. Thuler the program, such
borrowing offscts the outllow from the
Unitorl Stoates el thus  holps  the
balance of puyments.

“Funds obtainad abrosad” resc nlmost
$1.0 billion i 1963 and necounted [or 31
pereont of ndjusted souvces. This was o
ligher propertion than in 1967 {26 por-
veut), but still bolow the 1983 fipure (34
percent). Sone of the shift in 1968 may
lwve been ussocinted with the direct
investment program bocomilyg mnnda-
lory. However, thove was little change
in 1968 in the veiume of such flows in
tho EEC countries where the program
wus most steingenit, The shifls wore
largest in Latin Amerien (whote the
program wos fenst stringeut) and in
Eurppe other ihan ithe EEC. 'I'his
meludes the United Kingdom—whero
the shift was most likely associatad
wille n roversal of the flaws in 1067 that
hid boon genorated by anticipations of
the dovaluation ol starling. The in-
cresses  in idventorics and  corrent
recoivables asspcinGed with e ve-
covery in bosiness conditions mentioned
earlicr may lhuve alse boen n fwctor
incrensing the need o horrowitig Irom
whrownd.

Cotecopls

Deefinitional differences between Lhe
halance of payments and the souvcos
wnd nises statdstics are diseussal below,
Phero aee also differences due to o
mmber of sceonnting wel  statistical
problems, including foreign  exchange
Yosses, (ifforont effective oxclange rales
useel o converl the accounts o U5,
dollars, nnd  difforont  wecounting
[reriods,

Dats on not incomne, incoms pnid
owl, nd eatained ineome in he spurces
wiel uzes statement inclule nob only
the TS, porvents’ share Tk alse bl
share of foreign awnors. Mot ingomp is
reported alter depreciation and deple-
tion chargos. The balanee of payments
stalistics, o the other hawed, take
account only of the income puid unt
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{or rotained earnings ns used in calen-
lating, the investment position) that
represents the U8, share m 1he owoer-
ship af the foveign enterprise and are
reporied after depreciation byt before
depletion chnrges.

The dats clossified wnder “Tunds
from United States" for sources nclude
the finnueing of fereign affilintes by
their U.S, parent compauies nand soles

SURVEY OF CURRENT BUSINESS

of now sceurities to the publie, funds
for the cstablishment of a new enter-
prise by & parent, funds from other 118,
residents—such as londing by U.B. fi-
nancial institutions (both private and
goverpmenty—nand  the extension ol
eredit by T8, suppliers. The latter
two ileme are vob neluded in divecl
investmont capital outfows {although
they wee ineluded, along with transae-

November 1874
tions with nonaffilinted forcigners, olse. |
whare in the balanes of payments), On
the other hond, o significent part of
direet investment nab capital flaws, os
r:.-,pm't.ed for balanece of paymenis pur- *
Joses, is not included in the sources of ;
[wnds of affiliates. In pnrt.mn]ar 8-
penditures by parent eompanies Lor the
ncquiail;ion ol foreign businese firms or .

mingrity interests are exeluded beseuso
i

TalHn §.—Financing of Aflitiates fram Exkternal Foreign Sources, Aren and Type of Financing by Selected Indoshry, 1963=65, 1967 and 1965
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November 1970

they go nol fa the affiliates but railior
to stockbalders of the effilintes. Thus,
they da not figure in the finnneinl dows
_ entering an aiwalysis of sources nnd usecs
of Tunds of tho affiliates thomazlves.
Also, catnings loft nbroad by branches of
U.5. compnnies are rocorded i the
balonco of paymoenis e income (paid
out) nnck as direet investment enpitnl
outflows; in sonrecs nil uses dnta they
are treated simply as relained oarnings.

“Funds obinined abread” inelude
funds obtained by foreign affilintes
from ather forvign alGiliates of the U.S.
reporter. Also ingluded, on & et basis,
nre funds obtsined {from forcign fi-
nancial justitulions, trade crodits from
foreigners, sales or purchases of eap-
ital stork of the forcign offiliate by
foreigners, and other juercnses in li-
nbilitica te forcigners. The sourees
eelegory “other sources and ndjust-
ments” neludos salos of fixed asenls,
changos in eertuin reserve secounis, un-
identifieble sourecs, and adjustmonts
for wnrealized gains or losses duo to
exchange rale variations whieh the re-
porter wias wiable te cxelude from the
othor individunl sources eateporivs.

Planit and oguipmont expenditives
represant gross outluys for fixed eapital.
Expenditures include aequisitions of
oxisling fixed nescts by wfflintes, bul
exelunde the aale of fixod assets (which.
i reported in sources ns Fother soureces
and adjustmoents™ ),

The wse of funds lor “inventories™
tefers to Lho net incrense or docronso
in hook valie of warchouse md [actory
stocks and in matorials in process other
than these classified ns fixed asscts by
the 1oporter. The incrense in “eurrent
reeeivnbles” iz the net ehnnge in re-
coivables due from forcipy eustomers.
{To the extent possible, reecivables
from monuffiliated customers in ihe
United Statos are nottod ngninst tho
wllilintes’ payables in “funds from the
Unitad States” woder sourees.) The net
changoe in “other asscts” jucludes ull
nther current sesois, other non-fixed
wsseis, and vuspeecifiod transactions,

Comprrison with other date

In order 1o test whether these data
on affilintes’ sources and nses of Mands
maintnin a reasonable relationship Lo
ather information on divest investinent

SURVEY QOF CURRENT BUSINESS

generated by OBE, an altemipt was
made, as [or ws possible, o reeoncile
the two sets of data. The roznlls are
shown in table 4. While thete are dis-
tinel definitional differenecs thal et
be adjusted Tor, the comparisan should
give anindication of 1he sxtent L which
the sample sourees and  wses alala
maintaing a consisten! relndimnship to
ihe totnl Hlows reporied in 1lhe balanees
of payments statislics,

The initial comimrisen i= Telwern
dirget invesiment eapital flows (line 33
of tuble 1 in the balance of pyimenls
aceotnis) sl the Tunds peported as
coming from Lhe United Btates in the
gourees il uses of Tunds sinisties.
The direet investment figures are wl-
justed 1o exclude flows reluted 1o plaee-
meut and amortization of foreigh wfili-
abem' sevurities held by UK. residends
other than the parent firois, woul all
liquidaiions of investmmts amnd aegni-
sitions of existing foreign enler)rises.

Funds Trom the United Siates re-
ported as o soweee in the sourees and
usez are Adjuste] to eselude the porlion
of [icls eoming fram the Unitod Blntes
from other than parent con patices,

Companison of the 1wo sels of datn
on enpital Hows reveals Thatl the Belanee
of puyments datn show eonsistently
higher oulflows, pretiy reflecting much

Table 4 —Comperisons nf Sasureos and Uses Doln Wikl Belated Diveot
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more complele coverage of Hhe balanee
af payments reports (050 roporhing
pavents compared with 456 parents),
The bolance of payments fipures alao
inelude reinvested earnings it Lrnneles,
while “Lynds from the United Stales”
il el The difference bir dolloe amonis
v The three indystries combined is in
the vange of $60Q million Lo $750 million
a year, with Lhe excoption of 1B87 wlhen
the aliffierence was lavger. Available
inlormation glves no elear explanation
of the 1067 fignres, When 1088 and 1869
dnin wee available, more detailed vecon-
cilintions will be possible.

The earnings of forcign offilintes as
derived fromn Uhe balates of poymends
repalls (eolumn 3) represent the TS,
share of entmings for all US. forveign
direet  investiments in the  selectedd
industries. These are compared to total
coriings, boll U and loreign, given
by the sample of allfiliates rveporling
aaurees atdd uses Informaiion {eclumn
4}, While the differences in covorage
amd definition make any compacison of
magniludes  meandogless, the  tather
stendy rutios belween the differont sels
of datn, even at the industry level,
indicate that ai the very leask theve is o
rorsonnbla dagres of consistency Lobweon
Lalanee of payments data and  the
reporls on sources and wses of funds.
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Sources and Uses of Funds, Nonfarm
Nonfinaneial Corporations

Ravieed estimates of the spurees and ueos of funds of nonfarn
nonfinaneial corporations aro shown In the following table. The
souree for these stotistics is the Aow of funds aceountz preparad
by Board ef Govarnorg of the Fedorml Reserve Systom. Histor-
ical data back thmoph 1946 fannually) ond 1952 {gunctieriy}
were (ublished in the Movembeor 19883 Sonvey. Tho latest ro-
visions afleet the dats enly fromy 1987 onwerd, and bring the
natimates of inbemad soncees and of physien asaet parohases into
line with the reviscd natloual Income aod proaduct dntn pablishod
i the July 1070 Sunvey.

Tahle A-—Sourcens and Uaes of Funils, Nonfoarm Nenfinancial Corporate Business, 1M7-Ti
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